g) Lizbihties refated to any obhigations under Section 49808 of the
Intemal Revenue Code to provide continuation of group medical coverage on and after
the Earlv Funding Date with respect o any emplovee or former emplovee emptovea in
connechion with the Busiess or other quaiified benefic)ary but only to the extent Buver
may be required to assume any such Liabilitv by Law

s Excluded Liahihtes  Buver shall not assume. and snall not be
deemed 10 have assumed. any Liabiiimes of Sellers and Seliers shall be solelv and
exclusivelv hable and shall mncemmufy and hoid harmless Buver and 1its Affiliates with
respect to all Liabihues of Sellers other than the Assurped Liabihties incijuding these
Liabtlities set forth below {coliectivers, the “Eacluged Liabilines™)

{a) Anv Liapilities which anse whether before, on or afier the
Closing, out of, or 1n connectior: with, the Eacluded Assets. 1including anv Contract

which 1t not an Assumed Contracl.

(b) Any Liabihties under the Assumed Contracts or accounts payable
to the extent not assumed pursuant to Section 2 3,

{c) Any Liabihues ansing from a breach of an Assumed Contract to
the extent that the event or state of facts giving nise to such Liabihity occurs prior to the

Early Funding Date,

(dj Any Liabdities ansing out of, or in connection with, any pending
or threatened Litiganion ansing out of the operanon of the Business to the extent that the
event or state of facts giving nse to such Liability occurs prior to the Early Funding
Date,

(e} Any Liabilities ansing out of or in connection with any
indebtedness of Sellers or any of their respective Affiliates to thewr lenders, noteholders
or otherwise (other than, to the extent provided n Section 2 3, post-petinon Liabihues
relating to Assumed Contracts which are charactenized as capital leases by Sellers),

() Any Liabilities for which Sellers have received an invoice which
15 not taken 1nto accoust 1 the determunation of Early Funding Date Working Capital,

() Liabilities related to Shared Technologies or the Shared Hosung
Business,

(h) Liabilities related to the Owned Real Property,

] Any Liablities of Sellers or any Affiliate thereof (or any
predecessor thereto) relating to Taxes (other than Transfer Taxes referred to Section
2 3(d) and Taxes described on Extubit K}, including all Taxes artmibutable to or incurred
n any penod (or portion thereof) ending on or before the Early Funding Date,

)] All Liabilities of any Seller, any of thewr Affihates or any
predecessor of any Seller resulting from, caused by or ansing out of, directly or
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mndirectiy, tne conduct of the Business or any Sellers” or anv of their Affihates
ownership operation or lease of any properties or 355ets or any propertes or assets
previously use¢ in the Business by any Seller, any of theur Affiliates or any predecessor
of any Seller or any of theyr Affiliates at any nme prior to the Early Funding Date, that
consttute, mav constitute or are alieged to consutute a violatien of or Liability ansing
under anv Environmental Law or other Law including any state or federal
CommuIcaliens faw or regulanon,

(k) All Liabihities ansing from or relaung to the employvment, or
terminaiion of emplovment. of any Employee, former Employee, independent contractor
or contingent worker with respect to the Business, inc.uding pursuant to Employee
Benefit Plans, other than those specifically assumed pursuant to Section 2 3 and 6 8
herein and

M All Lizbihues ansmg from or relating to any collective
bargaiming agreement, including anyv obligation for benefits to employees covered

tnereunder and. specifically, any Multemple yer Plan habilrty

25  Non-Transferred Assets Notwithstanding the foregoing,
provisions of Article I1, and subject to Section 6 2 and the Operatung Agreement, the
parties agree that, to the extent that as of the Closing (1) certain of the Acquired Assets
cannot be transferred to Buyer pending the 1ssuance of further FCC Consents or State
PUC Consents or (1) certain of the Acquired Assets are associated with one or more
interconnection agreements, for which the ILEC's consent 1s required and which are
reasonably necessary, m Buyer’s sole discretion, to the operation of the Acquired Assets
(“Required Interconnection Agreements™) and receipt of any ILEC consents or expiration
of any nouce penods necessary to assign such Requured Interconnection Agreements
remains pending as of the Closing, Sellers shall retain such assets (the "N on-Transferred
Assels”) pending receipt of such consents or expiration of such notice peniods. For the
avoirdance of doubt, Buyer shall ha ve the nght,  1ts sole discrenon, to designate any
Acquired Asset (including any Required Interconnection Agreement) as a Norr
Transferred Asset Dunng the peniod that the Non-Transferred Assets are held by Sellers,
Buyer wiil provide management services to Sellers pursuant to the Operating Agreement.
Upon receipt from time to time of any such necessary consents, such Non Transferred
Assels as are subject to such consents shall be transferred to Buyer and Buyer will
assumne all related Assumed Liahilities, and within five (5) Business Days of Buyer’s
writien request, Sellers will deliver a bilt of sale and the requirements of Section 3 1
below shall have been deemed to be satisfied as 1f such NonTransferred Assets and
related Assumed Liabilities had otherwise been transferred to and assumed by Buyer at
the Closing. With respect to assets that are designated by Buyer as NonTransferred
Assets and which are not subject to obtaiming any further consents after the Closing, such
Non-Transferred Assets shall be transferred to Buyer and Buyer will assume all related
Assumed Liabilities, within five (5) Business Days of Buyer’s wnitten request, at which
tme Sellers wall deliver a bl of sale and the requirements of Section 3.1 below shall
have been deemed to be satisfied as 1f such Non-Transferred Assets had otherwise been
transferred to Buyer at the Closing In addition, Non-Transferred Assets shall include all
of the Seller Marks, which shall be licensed to Buyer upon the Closing as set forth in the
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Operating Agreement  After the expiranon or termination of the Operating Agreement,
upon the writien request of Buver. ail nght utle and intesest in and 1o the Selier Marks
shall be mansferred to anc vest in Buver

26 Contract Assignment Notwithstanding any provision 1o the
contrary herewn, Buver and Sellers agree that there shall be excluded from the Acquired
Assels any Assumed Contract that 1s not assignable or transferable pursuant 1o the
Bankrupier Code without tne consent of ans Person other than Sellers or any Affiliate of
Sellers. 1o the extent that such consent shal; not have been given on or prior to the
C.osing. providea however that Seliers shall use commercially reasonable efforts
{includmg prosecution of appropnate motwns pursuant to Section 365 of the Bankrupicy
Code) 10 endeavor to obtain al! necessan consents to the assignment thereof, and, upon
obtaining the reauisite consents therete. such Acaurred Asset shall be assigned to Buyer
Notwithstanawmng any provision 10 the contrary herewn, Buyer and Sellers agree that all
reasonable out-of-pocket costs and expenses (other than Cure Amounts) incwrred relating
1o Sellers’ assignmenti to Buyer of the Assumed Contracts set forth on Schedule 2 6 of the
Disclosure Schedules shall be shared equaliy between Buyer on the one hand and Sellers
on the other hand

27  Alternauve Sttucture Notwathstanding Section 2 [, aRer the Sale
Order Approval Date, Buver shall have the right, on at least fifteen (15) Business Days
notice 10 AT], to requure Sellers to ransfer immediately prior to the Closing, some or all
of the Equipment or other Acquired Assets to one or more newly formed Delaware
limuted liability companies to be formed and owned by one or more Sellers  If Buyer
gives such notice, the membership interests in such limited hability companies shall be
deemed Acquired Assets hereunder and Buyer shall acquire such membership nterests at
the Closing without the payment of any additicnal consideration Buyer shall be
permutted to give one or more notices pursuant to this Section 2. 7 In addinon, at Buyer’s
option, a sirrular procedure will apply to any Equipment or other Acquired Assets which
constitutes a Nen-Transferred Asset Fifty percent (50%) of all reasonable out-of-pocket
costs and expenses incurred in connection with Sellers’ performance of this Section 2 7
shall be borne by each of Buyer on the one hand and Sellers on the other hand

ARTICLE Il
CLOSING

31 Closing, Transfer of Possession, Certain Delivenes.

(a) Unless this Agreement shall have been termunated and the
transactions herein contemplated shall have been abandoned pursuant to Article VIII
hereof, the closing of the transactions contemplated heren (the ‘Closing”) shall take
place no later than the fifth (5th) Business Day following the date on which the
conditions set forth iIn Article VI have been satisfied or waived (other than those
conditions with respect to actions of the parties to be taken at the Closing uself, but
subject to the satisfaction or waiver of such conditions), or on such other date as the
parties hereto shall mutvally agree; provided, however, that if the Closing would be
scheduled to occur less than two (2) Business Days after the receipt of the performance
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reports for the pnor month referred to in Section 6 $(d) hereof. Buyer shall not be
required Lo close unut two (2) Business Days afier its receipt of such performance
reports The Closine shall be held at the offices of Kurkland & Elhis LLLP, 153 East $3rd
Street, New York New York 10022 at 5 00 pm . local time uness the parnies nereto
otherwise agree  The acrual ume and date of the Closing zre herein called the *Closiog
Daie

(o At the Closing Sellers shall deuver to Buver

(1) A dulv execured bill of sate substannally n the form
aniacned hereto as Exhibu D

(1} A cermmfied copv of the Sale Order.

(1u;  The officer’s cerutficate required to be delivered pursuant to

Section 7 2(c) hereof.

(v Assignments of lease and customary utle affidawvits,

{v) A certfication of nonforeign status for each Seller in the
form required under Treasury Regulation Section 1 1445-2(b), and

(v1)  All other instruments of conveyance and transfer, in form
and substance reasonably acceptable to Buyer and Sellers, as may be necessary to convey
the Acquiured Assets 1o Buyer or Buver's designee

(<) At the Closing, Buyer and Sellers shall take the actions specifted
m Section 3 2(¢) and Buyer shall del:ver to ATI (on behalf of Sellers).

() All certificates required by all relevant taxing authonties
that are necessary to support any avatlable exemption from the imposition of Transfer

Taxes,

{u) Certified resolutions of the Board of Directors of Buyer
authonzing the execution, delivery and performance of the Transaction Documents and
the transactions contemplated by this Agreement,

(in)  To the extent shareholder approval 1s required, certified

resolutions of shareholders of Buyer authonzing the execution, delivery and performance
of the Transaction Documents and the transactions contemplated by this Agreement,

(v)  The officer’s certificate required to be delivered pursuant to

Section 7.3(c), and

(v)  An assumption agreement substantially in the form
attached hereto as Exhibit E
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(d) Uinjess this Agreement shall have been termunated and the
transactions heremn contemplated shall have been abandored pursuant to Article VI
bereod, no later than the fifih (5th) Business Day following the date on which the
condimons set forth o Sections 71, 7 2 and 7 3 have been sausfied or waived, or at such
other date as the parues hereto shall mutually agree (the “Earlv Funding Date™), (1)
Buyer shall (A) deliver (1) the Cash Purchase Pnce, plus or munus, the applicable
adjustments to the Purchase Price as set forth i Secnion 3 2(b) below and (2) the XO
Common Stock, mto escrow as described in Section 3 2, (B) execute and dehver the
Operating Agreement and (C) commence operation of the Business under the terms of
the executed Operating Agreement, (1) Seller shall execute and dehver the Operating
Agreement and (111) upon the Early Funding Date, the nsk of loss shall transfer to
Buyer. and Buyer’s obligation 1o clese the transactions coniemplated hereby shall
become unconditional and vrevocable

32 Purchase Price

{(a) The “Purchase Price™ consists of (1) Three Hundred Eleven
Muillion and Two Hundred Thousand Dollars (8311,200,000 00) (the “Cash Purchase
Poce™), as such amount 15 adjusted pursuant to Section 3 2(b}, and (1)} 45,380,000
shares of common stock of Buyer, par vaiue $ 01 per share {the *XO Common Stock”)
(subject to adjustment for stock sphts, slock d:vidends, share exchanges,
recapitalizations, share combinations and recrganizations and other similar ransactions
occurnng afier the date hereof)

{b) In the event of an Early Funding Date, Buyer shalt {1} wire
transfer the sum of

(H the Cash Purchase Price, plus or munus

(2) the initial Working Capital Adjustment (if any) set
forth i Section 3 4(f), minus

(3) the Adjusttnent Escrow Amount, munus

(4) the Earnest Money Deposit, rmunus

(5) the portion of the Performance Adjustment Amount
that 15 to be settied in cash (:f any) as deterruned 1n accordance with

Section 3 6(a), plus

(6) the Deposit Adjustment Amount (1f any), plus
(7)  the Non-1LEC Cure Adjustment set forth in

Section 3 5(c) (the Cash Purchase Price, as so adjusted 15 referred to herein
as the “Adjusted Cash Purchase Price”) and

{11) dehver 45,380,000 shares of XO Commuon Stock (subject to
adjustment for stock sphits, stock dividends, share exchanges, recapitalizations, share
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combination: ana reorganizations and other simitar trarsactions occurmnng after the date
hereof) (the Purchase Price Escrow Stock’ and together with the Adusted Cash
Purchase Pnce. the *Purchase Pnice Escrow™), 1n each case into an escrow account (ihe
“Purchase Price Escrow Accoun ™ with a bank to be mutually agreed upon 10 act as
escrow agent (the “Purchase Price Escrow Agent™) pursuant to an escrow agreemert, Lo
be entered jmio on the Early Funding Date (the “Purchase Price Escrow Agreement™),
ameng AT ATCW. Buver and the Purchase Price Escrow Agent, substanually in the
form of Extubit F-1 hereto. and otherwise in form and substance reasonably acceptable o
AT] ATCW and Buver  Afier the Earlv Funding Date arnd until the Closing Date, Buver
shall make add,uenal deposits of common siock of Buver in the event of anv stock sphits.
stock dividends share exchanges, recapnalizations. share combinatens and
reorgamzations and other simlar ransacuons occurming afier the Earlv Funding Date

{m)  wure ransfer the Adjusoment Escrow Amount 1nlo an
escrow account (the “Adpustment Escrow Account”) with a bank to be mutually agreed
upon 10 4ct as escrow agent (the “Adiustment Escrow Agent”) pursuant to an escrow
agreement, 10 be entered into on the Early Funding Dale (the “Adjustment Escrow
Agreement’”), among AT]. ATCW, Buyer and the Adjustment Escrow Agent,
substantially m the form of Exhubit F-2 hereto, and otherwise 1n formn and substance
reasonably acceptable 10 ATI, ATCW and Buyer

Any payment Sellers are obligated to make to Buyer pursuant to Sections 3 4 and/or 3 6
shall be paid from the Adjustment Escrow Amount plus accrued interest thereon After
payment of any required amounts pursuant to Sections 3 4 and 3_6, the Adjustment
Escrow Agent shall release the residual amounts of the Adjustment Escrow Amount
remaming n the Adjustment Escrow Account to AT] Notwithstanding the provisions of
thus Section 3 2(b), m the event the Closing occurs before the Early Funding Date, the
Closing Date shall be substituted for the Early Funding Date for all purposes and for all

of the provisions of this Section 3 2(h)

(©) Upon the Closing Date, {1) Buyer shall, subject 10 the terms and
conditions of this Agreement, assume the Assumed Liabilities, and (1) Buyer and
Sellers shall deliver a joint written notice to the Purchase Pnice Escrow Agent directing
the Purchase Price Escrow Agent lo pay to ATI (on behalf of Sellers) by wire transfer of
immediately available funds to an account or accounts designated by ATI (on behalf of
Sellers) the Adjusted Cash Purchase Price and the Eamnest Money Deposit, to dehiver to
ATI (on behalf of Sellers) the Purchase Pnice Escrow Stock and deliver to Buyer all
earnings accrued thereen in the Purchase Pnce Escrow Account

33 Eamest Money Deposit  On February 9, 2004, Buyer paid an
earnest money depostt equal to Thirty Million Dollars ($30,000,000) (the *Eamest
Money Deposit™) in immediately available funds, by wire transfer to ATI. Within five
(5) Business Days following the execution of this Agreement, Sellers will deposit the
Eammest Money Deposit wno the Purchase Pnice Escrow Account. At the Early Funding
Date, the Eamest Money Deposit shall be deducted from the Cash Purchase Price
accordance with Section 3.2(b} If Buyer terminates this Agreement in breach of Section
8.1 hereof or if ATT termunates this Agreement pursuant to Section 8.1(b) (when Buyer
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does not have the nght te termunate this Agreement pursuant to Section 8 1(h) due to
breach of the Agreement by Buver) or Section 8 1(d) pursuant to a breach by Buyer, then
Buyer and Seliers shall within two (2} Business Days of such termmunation (1) deliver a
loint written notice to the Purchase Prnice Escrow Agent to delver the Earmmest Money
Deposit 10 Sellers and (1) deliver the accrued inierest thereon to Buyer, by wire rransfer
of immediately available funds and Sellers shall have no further obligatons 10 Buyer.
provided. that in no event shall the payment of the Earmest Meney Deposit lumit any other
remedies Sellers may have against Buyer i the event of any such termunation  If this
Agreement 1s terminated for any other reason, then Buyer and Sellers shall within two (2)
Business Days of such termunation deliver a jount wnitien notce to the Purchase Pnice
Escrow Agent 1o deliver the Earnest Money Deposit plus accrued 1nterest thereon 1o
Buver by wire transier of unmediately avaidable funds

34 Working Capual Purchase Price Adjustment.

(@) Nol less than five (5) Business Days pnior to the Early Funding
Date, Sellers wall prepare and deliver to Buyer a good faith estimate of the Net Working
Capital as of the close of business on the day immediately preceding the Early Funding
Date (the “Estimated Early Funding Date Working Caputal”) Sellers wili prepare the
Estumated Closing Working Capitzl 1n accordance with GAAF and consistent with
ATI's preparation of its unaudited balance sheet as of September 30, 2003.

(b) As promptly as practicabie, but no later than sixty (60) Business
Days after the Early Funding Date, Buyer will prepare and deliver to ATI a good faith
calculation of Net Workang Capital as of the Early Funding Date (the “Early Funding
Date Working Capital”) Buyer will prepare the Early Funding Date Working Capital in
accordance with GAAP and conststent with ATI's preparation of 1ts unaudited balance
sheet as of September 30, 2003  Anached as Exhubit G 15 a schedule showing the
calculation of Base Working Capital

{c) If Sellers disagree with Buyer’s calculation of Early Funding
Date Working Capital, Sellers may, withun fifteen (15) Business Days after delivery by
Buyer of the statement pursuant to Section3 4(b), deliver a notice to Buyer disagreeing
with such calculation and setting forth Sellers’ calculation of such amount. Any such
notice of disagreement shall specify those items or amounts as to which Sellers disagree,
and Sellers shall be deemed to have agreed with all other tems and amounts contained
in the caiculation of the Early Funding Date Working Capital. If Sellers do not raise
any objections to the Early Funding Date Working Capital within the period described
herein, the Early Funding Date Working Capital will become final and binding upon

Buyer and Sellers

{d) If a notice of disagresment shall be duly delivered pursuant to
Section 3.4(c), Buyer and Sellers shall, during the fifteen (15) days following such
delivery, use therr commercially reasonable efforts to reach agreement on the disputed
itemns or amounts 1n order to determine, as may be required, the amount of Early
Funding Date Working Capital. If dunng such period, Buyer and Sellers are unable to
reach such agreement, they shall promptly thereafter cause representatives from the
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Dallas office of Emst & Young LLF {ar, «f the Dallas office of Emst & Young LLP 15
not independent of Buyer and Sellers. then an altemative "Big Four” accountung firm
mutually ag-eeable to Buver and Sellers) which representatives have not been engaged
or emploved within the past five (5) years by Buyer, Sellers or any of their Affiliates
{or, 1f Seliers and Buyer agree to another nationally recognized independent accounting
firm such other firm) (the “Accounnng Referee”) to review this Agreement and the
disputed 1tems or amounts o7 the purpose of calculaing Early Funding Date Working
Capnal (1t being understood that in making such calcuiation, the Accounting Referee
chall be fupctioning as an expert and mot as an arbitrator) In making such calculation,
the Accounting Referee shall consider only those items or amounts as to which the
parties have disagreed The Accountng Referee shall deliver to Buyer and Sellers, as
promptly as practicable (but in any case no later than thurty {30) days from the date of
engagement of the Accounting Referee), a report setting forth such calculauon. Such
report shall be final and binding upen Buyer and Sellers  The cost of such review and
report shall be borne by Buyer and Sellers in the reverse proportion that the apgregate
dollar amounts of disputed items which are resolved 1n favor of Buyer or Sellers (as
applicable) bears 1o the aggregate dollar amount of all disputed 1tems resolved by the

Accounting Referee

(e) Buyer and Sellers shall, and shali cause their respective
Representatives to, cooperate and assist i the calculation of Early Funding Date
Working Capital and n the conduct of the review referred to 1n Section 3 4(d), including
providing reasonable and tunely access to the books, records, work papers and

personnel involved in preparing these calculations

H If Esnmated Early Funding Date Working Caputal (1) exceeds
Base Working Capital, then at the Early Funding Date, Buyer shall pay into the
Adjustment Escrow Account an additional amount of cash equal to such excess or (1) is
less than Base Worlong Capatal, then the Cash Purchase Pnce will be reduced by an
amount equal to such deficiency Any adjustment pursuant to this Section 3 4(f) 1s
referred to heren as the “Initia] Working Capital Adjustment

(8) If Final Working Capital equals Estimated Early Funding Date
Working Capital, and if no further payments are or may become due pursuant to Section
3 6 hereof, then withmn three (3) Business Days of the later of the Closing Date or the
final determimation of such amount pursuant to this Section 3 4, Buyer and Sellers shall
deliver a jomnt written notice to the Adjustment Escrow Agent pursuant to the

Adjustment Escrow Agreement instructing the Adjustment Escrow Agent to pay the
Adjustment Escrow Amount plus the accrued interest on such amount (by wire transfer

of immedately available funds) to Sellers

(h)  If Final Working Capital exceeds Estimated Early Funding Date
Working Capital, then within three (3) Business Days of the later of the Closing Date or
the final determination of such amount pursuant to this Section 3 4, Buyer shall pay
such amount (by wire transfer of immediately available funds) to Sellers and, 1f no
further payments are or may become due pursuant to Sectioni 3 6 hereof, Buyer and
Sellers shall deliver a wnitten notice to the Adjustment Escrow Agent pursuant to the
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Adjustment Escrow Agreement mstructing the Adjustment Escrow Agent to pay the
Adjustment Escrow Amount plus the accrued interest on such amount (by wire transfer
of ymmediate]v available funds) to Sellers

(1) If Frmal Working Capital js less than Estimated Working Caputal,
tnen withun three (3) Bus.aness Days of the later of the Closing Date or the final
cetermination of such 2mount pursuant to this Section 3 4. Sellers and Buyer shall
celiver ¢ wrien nolice to the Adjustment Escrow Agent pursuant to the Adjustnent
Escrow Agreement instructing the Adjustnent Escrow Agent to pay such deficit amount
plus the accrued interest thereon out of the Adjustment Escrow Account (by wire
rransfer of immediately available funds) to Buyer, provided that the Adjustment Escrow
Account shall be the sole source of payment for any such deficiency and in no event
shall Sellers be otherwise liable {or any such deficiency To the extent any Adjustment
Fscrow Amount remains afier payment of any such defici, and if no further payments
are or may become due ptirsuant to Section 3 6 hereto, Buyer and Sellers shall deliver a
wriien notice to the Adjustment Escrow Agent pursuant to the Adjustment Escrow
Agreement msiructing the Adjusunent Escrow Apent to pay the remaining Adjustment
Escrow Amount plus the accrued nterest on such amount (by wire transfer of
immedately available funds) te Sellers  For purposes of this Agreement, “Final
Working Capytal” means Early Funding Date Workang Capital {1} as shown 1n Buyer's
calculation delivered pursuant 10 Section 3 4(b) 1f no notice of disagreement with
respect thereto 1s duly delivered pursuant to Section 3.4(c), or (1) 1f such a nohce of
disagreement 1s deiivered, {A) as agreed by Buyer and Sellers pursuant to Section 3.4(d)
or (B) in the absence of such agreement, as shown i the Accounting Referee’s
calcula non delivered pursuant to Section 3 4(d)

() Any adjustment under thus Section 3 4 shall be treated as an
adjustment to the Purchase Price for federal, state and local income Tax purposes.

35 Cure Pnce Adjustment

(a) The Cure Amounts, 1f any, as determuned by the Bankruptcy
Court, necessary to cure all defaults, if any, under Allegiance’s mterconnection
agreements with ncumbent local exchange carrers (‘ILECs”), together with any other
payments made to settle pre-Petition disputes between any of Sellers or the Operating
Subsidianes and ILECs under such agreements, under tariffs or otherwise after the date
hereof (the ‘ILEC Cure Amounts’) shall be resolved in accordance with this Section
3 5(a). Buyer and Sellers shall work cooperatively and in good faith with respect to
paying, objectung to and settiing the ILEC Cure Amounts, 1t being understood that all
pre-Petition accounts recejvable of Sellers or the Operating Subsidianes owed by ILECs
{the "ILEC Set Off Amounts™) shall be set off agawnst the ILEC Cure Amounts and
thereby used as currency to pay the ILEC Cure Amounts  Sellers shall pay all ILEC
Cure Amounts {(whether i cash or by application of the ILEC Set Off Amounts). Buyer
and Sellers agree that subject to this Section 3 5(a), Buyer should have standing in the
Cases with regard to ILEC Cure Amounts and the parties shall take such position in the
Cases.
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Notwithstanding anvthing heremn to the contrary (including Secuon
6 1{k)), pror to the Sale Order Approval Date. as between Buyer and Sellers. Sellers
shall have sole congol aver theu business relanonshups, including without himitauon, the
exclusive nght to negouate and settie with the 1LECs, and shall be permrutted 1o terrminate,
adopt and amend interconnection agreements but shall not prior to such time settle any
[LEC Cure Amounts i & manner which would be injunous i any matenal respect to
Buyer without Buyer’s consent (which will not be unreasonably withheld) or take any
action (including as specified above) 1f the intent or reasonably anucipated consequence
thereof 1s or would be to injure 1n any matenal respect to Buyer’s continuing relatonship
with such ILEC afier the Closing Date  Buyer shall be permitted to participate 1n any
such negotiations and shall be kept reasonably informed by Sellers of the process

{b) [f deposits are required by ILECs 1in connection with establishing
new mmerconnection agreements for the Business between the date hereof and the Early
Funding Date and such deposits are outstanding at the tme of the Early Funding Date,
the Cash Purchase Price shall be increased by an amount (the “Deposit Adjustment
Amount ™) equal to seventy-five percent {75%) of the first $13 million of such deposits
and one hundred percent (100%) of the deposits above $13 myllion

{c) The Cure Amounts, 1f any, as determined by the Banknptcy
Court, necessary to cure all defaults, if any, under the Assumed Contracts, other than the
ILEC Cure Amounts (the ‘“NorrJLEC Cure Amounts’’) shall be resolved 1n accordance
with this Section 3 5{c} Buyer and Sellers shall work cooperatively and 1n good faith
with respect to paying, objecting to and setthng the Non-JLEC Cure Amounts, 1t being
understood that all pre-Petition accounts receivable of Sellers and the Operating
Subsidiaries owed by now1LECs (the “NonrILEC Set Off Amounts™) shall be set off
against the Non-1LEC Cure Amounts and thereby used as currency to pay the
Non-ILEC Cure Amounts Buyer and Sellers agree that given thus Section 3 5(c), Buyer
should have standing in the Cases with regard to Non-ILEC Cure Amounts and the
parties shall take such position in the Cases. The treatment of the Norn-ILEC Cure
Amounts and all matters refated thereto under the Bankruptcy Plan shall be reasonably
acceptable to Buyer. Sellers shall pay all NorrJLEC Cure Amounts (whether in cash or
by application of the Non-ILEC Set Off Amounts), provided that if the Non-ILEC Cure
Amounts are more than $11 milhion, the Cash Purchase Price shall be increased by an
amount equal to the lesser of (A) two-thurds of the amount by which the Non-ILEC Cure
Amounts exceed $11 mllion and (B} $8 mullion

The adjustment to the Cash Purchase Price pursuant to this Section 3.5(¢)
is referred to herein as the ‘Non-ILEC Cure Adjustment.” If as of the tume of the Early
Funding Date any reserves are established wath respect to disputed Nore ILEC Cure
Amounts pencing resolution of such disputes, the Purchase Pnice adjustment provided n
thus Section 3 5(c) shall be made, with respect to the agreed Non-ILEC Cure Amounts,
at the Early Funding Date, and with respect to any such reserved amounts, within two
(2) Business Days following the resolution of the disputes.

(d) Subject to Section 8.3, (1) on February 13, 2004, Buyer
designated the (A) Real Property Leases identified on Schedule 4 21 of the Disclosure
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Scheoules and (B) other Executory Contracts that are designated with an astensk on
Scheduie 4 20 that are to be assumed by Allegiance and not rejected pursuant to section
365 of the Bankruptey Code and (1) at least (20) days prior to the date of the
Bankruptcy Court’s confirmation of the Bankruptcy Plan, Buyer shall designate other
Evecutory Contracts that are 10 be assumed by Allegiance and not rejected pursuant to
section 363 of the Bankruptev Code (coliecuvely, the “Assumed Contracts List") (those
Conrracts uinmately set forth on the Assumed Contracts List and as Addinional
Assumed Contracts pursuant to Seciton 8 3, 1f applicable are referred to herewn as the
“Assumed Contracts™  Such assumplion and, in the case of Assumed Contracis to
which either Seller 15 a party, assignment by Sellers shall be made at the Closing,
provided. however, that the assignment to Buyer of any Assumed Comract rejated to
Non-Transferred Assets shall occur on the later of (1) the Closing or (1) State PUC
Consent or FCC Consent as appiicable At Buyer’s discretion, Allegiance agrees to
assume or reject any Executory Contract, in whole or in part, to the extent portions of
such Executory Contracts are severable Buyer and Sellers agree to keep confidertial
and not disclose to anyone except (x) legal counsel for the Creditors Commattee in the
Cases and the agent to Sellers’ seruor lenders, provided, that, such counsel and agent
have executed confidentialitv agreements reasonably acceptable to Buyer and Sellers
prior 10 such disclosure and (y) 2s otherwise required by Law, the Executory Contracts

that are 1dentified by Buyer as Assurned Contracts

i6 Performance Prnice Adjustment

(a) At least two (2) Business Days prior to the Early Funding Date,
ATI shal] prepare and deliver to Buyer a certificate setting forth the following: (1) total
Retall Ending Lines as determined by ATI in accordance with past custom and practice,
as of the last day of the last full calendar month prior to the date of the Early Funding
Date plus Scheduled Future Installs less Scheduled Future Disconnects as of such day
(“Total Retail Net Ending Lines™) and (1i) total gross end user revenue for the last full
calendar month prior to the date of the Early Funding Date (the *“Total Gross End User
Revenue”) The Purchase Price shal! be reduced by the greater of the following (the
“Performance Adjustment Amount”) (x) the product of $625 00 and the amount, if any,
by which the Total Retail Net Ending Lines for Allegiance’s Out of Region Business is
less than 730,000; and (y) the product of fifteen (15) and the amount, if any, by which
Total Gross End User Revenue for Allegiance’s Out of Region Business 1s less than
$28 million. To the extent Cash and Cash Equivalents immedately prior to the Early
Funding Date exceed One Hundred Eighty Seven Million Dollars (§187,000,000), the
Performance Adjustment Amount (if any) shall reduce the Cash Purchase Price. To the
extent such Cash and Cash Equivalents immediately pnor to the Early Funding Date are
less than or equal to One Hundred Eighty Seven Milhon Dollars ($187,000,000}, any
remamning portion of the Performance Adjustment Amount shall be a reduction in the
number of shares of the XO Common Stock (calculated using a $7.625 per share value).
ATI’s cerificate shall include a calculauon of the Performance Adjustment Amount.

b If Buyer disagrees with the certificate delivered by ATI pursuant

to Section 3 6(a) hereof, Buyer may, withun thirty (30) days after Early Funding Date,
deliver a notice to ATI disagreeing with the calculations contained in such certificate
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anc¢ setung forth Buyer s caiculztions  Anv such notice of disagreement shall specify
those items or amounts as o which Buyer disagrees, and Buyer shall be deemed to have
agreed with all other 1tems anc amounts contained 10 the calculation of the Performance
Adjustment Amount I Buyer does nol raise any objecnions 1o the Performance
Adjustment Amount within the period described herein. the Performance Adjustment
Amount wiii become {inal and binding upon Buyer and Seliers (the “Final Performance
Agiusmment Amount’) In such event, if no further payments are or may become due
pursuant i Secuon 3 4 hereol. ATI, ATCW and Buver shall deliver a watten notice to
the Adjustment Escrow Agent pursuant to the Adjustment Escrow Agreement
mstructing the Adyustment Escrow Agent to pay the Adjustnent Escrow Amount plus
the accrued interest on such anount (by wire ransfer of 1mmediately available funds) to
ATI

(c) If a notice of disagreement shall be duly dehvered pursuant to
Secuon 3 6(b), Buyer and Sellers shall, during the five (5} days following such delivery,
use their commercially reasonable efforts to reach agreement on the disputed ttems or
amounts in order to determune, as may be required, the Final Performance Adjustment
Amount If dunng such pertod, Buyer and Sellers are unable to reach such agreement,
they shall promptly thereafter cause the Accounting Referee to review the disputed
items or amounts for the purpoese of calculating the Final Perforrnance Adjustment
Amount (1t being understood that in making such calculation, the Accounting Referee
shall be funcuoming as an expert and not as an arbitrator) In making such calculation,
the Accounting Referee shall consider only those items or amounts as to which the
parties have disagreed The Accounting Referee shall deliver to Buyer and Sellers, as
promptly as practicable (but 1n any case no later than fifteen (135) days from the date of
engagement of the Accounung Referee), a report setting forth such calculation  Such
report shall be final and binding upon Buyer and Sellers The cost of such review and
report shall be borne by Buyer and Sellers in the reverse proportion that the aggregate
dollar amounts of disputed items which are resolved in favor of Buyer or Sellers (as
applicable} bears to the aggregate dollar amount of all disputed 1tems resolved by the

Accounting Referee

(d) If the parties hereto agree, or the Accounting Referee determunes,
that the Final Performance Adjustment Amount 15 greater (the “Additional Amount™)
than the amount set forth in ATI’s certificate delivered pursuant to Section 3.6(a), then
within two (2) Business Days of such determination pursuant to this Section 3 6, Buyer
and Sellers shall deliver a written notice to the Adjustment Escrow Agent pursuant to
the Adjustment Escrow Agreement instructing the Adjustment Escrow Agent to pay the
Additional Amount plus the accrued interest on such amount (by wire transfer of
immediately avallable funds) to Buyer, and, if no further payments are or may become
due pursuant to Section 3 4 hereof, the balance of the Adjustment Escrow Amount plus
the accrued interest thereon to AT The Adjustment Escrow Account shall be the sole
source of payment for any payment obligation of Sellers pursuant to Section 3 &.

37  Allocation of Purchase Price  Buyer shall, within 120 days after
the Closing Date, prepare and deliver to Sellers a schedule (the “Allocation Schedule™)
allocating the Purchase Price amd the Assumed Liabilities among the Acquired Assets 1n
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accordance with Treasury Regulanon Section | 1060-1 (or any comparable provisions of
state or Jocal 1ax law} or any successor provision ATl may propose te Buver specific
changes w the Allocation Schedule within ten (10) days of the receipt thereof 1f no such
changes are proposed 1 wnitng to Buyer withun such time, Sellers will be deemed to
have agreed 10 the Allocation Schedule 1f such changes are proposed, Buyer and ATI
will negotidte 1n good farth and will use their best efforis to agree upon the Purchase
Price allocation 1f Buyer and AT] cannet mutuaily resolve AT1's reasonable objections
to the Allocation Schedule withun ten (10) days after Buver's receipt of such objecuions,
such dispute with respect to the Aljocation Schedule shall be presented to the Accounting
Referee, on the next day for a decision that shall be rendered by the Accounting Referee
within thirty calendar days thereafier and shall be final and binding upon each of the
paries The fees, costs and expenses mncwred 1n connecton therewith shall be shared in
equal amounts by Buyer, on the one hand, and Sellers, on the other hand Buyer and
Sellers each shall report and file all Tax Returns (including amended Tax Returns and
claims for refund) consisieat with the Allocation Schedule, and shall take no position
contrary thereto or nconsistent therewith (including 1n any audits or examunations by any
taxang authonty or any other proceedings) Buyer and Sellers shall cooperate in the filing
of any forms (ncluding Form 8594} with respect to such allocaton Notwithstanding any
other provisions of this Agreement, the foregomg agreement shall survive the Closing
Date

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF SELLERS

Sellers hereby, jointly and severally, represent and warrant to Buyer that
as of December |8, 2003 (unless another date 1s specified):

4.1 Exisience. Good Standing and Power Each Selier and Operating
Subsidiary 15 a corporation validly exisnng and 1n good standing under the [aws of the
state of 1ts incorporation, and has all requisite power and authonty to own, lease and
operate the Acquired Assets to be sold hereunder and to carry on its business as presently
conducted Each Seller and Operating Subsidiary 1s qualified or licensed to do business
as a foreign corporation and 15 1n good standing 1n every junsdiction where the nature of
the business cond ucted by 1t or the properties owned or leased by it requures qualificaton,
except where the failure to be so qualified, licensed or 1 good standing would not
reasonably be expected to have a Matenal Adverse Effect. Each Seller has all requisite
power and authonty (a) to execute and dehver this Agreement and the other Transaction
Documents and {b) subject to entry of the Sale Order, to perform its obligations

hereunder and thereunder.

4.2  Authonty. The execution, delivery and performance of this
Agreement and the other Transaction Documents by each Seller, the performance of
Sections 6 17(a) and 6 17(b) by each Seller, and subject to entry of the Sale Order, the
performance by each Seller of its other obligations hersunder and thereunder and the
consummanon by each Seller of the transactions contemplated hereby and thereby have
been duly authonzed by all necessary corporate action on the part of each Seller
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43 Execunon and Binding Effect This Agreement has been and each
of the other Transaction Documents has been or will be at Closing, duly and validly
execuied and delivered by each Seller and constitutes, and, following the entering of the
Sale Order, this Agreement, the other Transaction Documents and the transactions
contemplated hereby and thereby wiil consutute {assumuing in each case the due and valid
authonzation executien and dehivery thereof by the other parties hereto and thereto), a
valid and legally binding obligation of such Seller enforceable against such Seller 1n

accordance with 1ts lerms

44 ivo Vielatron Except as disclosed in Schedule 4 4 of the
Disclosure Schedules, the execution, delivery and performance by each Seller of this
Agreement, the other Transaction Documents and the transactions contemplated hereby
and thereby. do not and will not conflict with or resujt in, with or without the giving of
notice or lapse of ume or both, any violation of cr constitute a breach or default, or give
nise to the creation of a Lien upon any of the Acquued Assets (or the assets of the
Operating Subsidianes) or (o any right of acceleration, payment, amendment,
cancellation or termnation, under (a) the certificate of mcorporation or bylaws of any
Seller or any Operating Subsidiary or any resolution adopted by the board of directors of
such Seller or any Operaung Subsidiary and not rescinded, {b) subject 10 entry of the Sale
Order, any agreement or other mnstrument to which any Seller or Operating Subsidiary 15
a party or by which such Seller or Operating Subsidiary or any of its respective properties
or assets 1s bound, (c) subject to entry of the Sale Order, any Order of any Governmenial
Entity to which any Seller or any Operating Subsidiary 1s bound or subject, or (d) subject
10 entry of the Sale Order, any Law applicable t¢ or binding on any Seller or any of its
respective properties or assets or any Operatng Subsidiary, except, in the case of clauses
(b), (¢) and (d) of tus Section 4 4, to the extent such conflict, viofation, breach, default,
creation of Lien or nght would not be reasonably expected to have a Matenal Adverse
Effect

45  Thurd Party Approvals. Except for (a) any approvals required in
order to comply with the provisions of the HSR Act, (b) any FCC Consent and State PUC
Consent as required by applicable Law, (c) the Sale Order and (d) any other third party
approvals as are reflected on Schedule 4 5 of the Disclosure Schedules hereto, including
with respect to any computer software program and databases, the execution, delivery
and performance by Sellers of this Agreement, the other Transaction Documents and the
transactions contemplated hereby and thereby, do not require any consents, walvers,
authonzations or approvals of, or filings with, any thurd Persons which are both matenal
to the Business and which have not been obtained by Sellers.

4.6 Financia! Stalements.

(a) ATI has delivered to Buyer copies of (1) the audited consohdated
balance sheets of ATI and its Subsidiaries as of December 31, 2002 and 2001 and the
related audited consolidated statements of income and of cash flows of ATI and 1ts
Subsidiaries for the years then ended and {u) the unaudited consolidated balance sheets
of ATI and 1ts Subsidianes as at September 30, 2003 and the related conselidated
statemnents of income and cash flows of ATI and its Subsidianes for the nine (%) month
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period then ended (such audined 2nd unaudited staiements. including the related notes
and schedules thereto, are referred to herewn as the *Financial Statements™ Each of the
Fmancial Statements has been prepared 1o accordance with GAAP consistently applied
throughout the periods presented and presents fairly in all matenal respects the
consoitdated financial position. results of operauons and cash flows of ATI and its
Subsidianes as at the dates and for the pennods indicated

For the purposes hereof, the auduted consolidated balance sheet of ATI and
its Subsidianes as at December 51, 2002 1s referred to as the ‘Balance Sheet” and
December 31, 2002 15 referred 10 as the *Balance Sheet Date

(b) ATl has delivered or made available to Buyer copies of each of
Sellers” and each Operauing Subsidiaries’ {1) post-Petition monthly latest flash reports
and (i1) post-Peution monthly operaung reports that Sellers” and the Operatng
Subsidianes have filed with the Bankruptcy Court To Sellers” Knowledge, each such
monthiy operatng report 15, and each monthly operating report to be filed with the
Banksuptcy Court will be, complete, accurate and outhful. Each flash report to be
delivered to Buyer pursuant to Section 6 5(d) hereof wil) be prepared 1n good faith
consistent with past practice and based on the Sellers’ prelirunary books and records

(c) Seller has made all required filmgs with the U S. Secunties and
Exchange Commussion (the “SEC™) since December 31,2001  As of their respective
dates of fihng, ail such filings complied as to form 1 all matenal respects with the
requirements of the Secunties Exchange Act of 1934, as amended (the “Exchange
Act™), and the rules and regulations of the SEC promulgated thereunder applicable to
such SEC fihngs, and such SEC filings did not contaw any untrue statement of a
matenal fact or omut 1o state a matenal fact required to be stated theremn or necessary to
make the statements therein, in hght of the eircumstances under which they were made,

not musleading

47  No Undisclosed Liabilities Except as would not reasonably be
expected to have, individually or wn the aggregate, a Matenal Adverse Effect, Allegiance
has no indebtedness, obligation or Liability of any kind (whether accrued, absolute,
contingent or othermise, and whether due or to become due), that would have been
required to be reflected m, reserved against or otherwise described on a balance sheet of a
Seiler or Operating Subsidiary or in the notes thereto 1n accordance with GAAP which (i)
15 not shown or descnibed on the Balance Sheet or the other Financial Statements or the
notes thereto, (ii) 1s not shown or described on Schedules 4.7, 49, 4 17(b) and 4.20 of the
Disclosure Schedules or (iu) was not incurred n the Ordinary Course of Business since
the Balance Sheet Date.

48 Title to Acquired Assets; Sufficiency. Except as set forth on
Schedule 4 8 of the Disclosure Schedules, Sellers own and have good title to each of the
Acquired Assets (and the assets of the Operating Subsidiaries to the extent such assets are
not Excluded Assets), including the capital stock of the Operating Subsidianies, and the
Operating Subsidiaries own and have good title to their assets other than the Excluded
Assets, 1n each case free and clear of all Liens other than Permutted Liens. The Acquired
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Assets constitute all of the assets and properuies used 1n or held for use 1n the Business
(other than the Excluded Assets) and are sufficient for Buver to conduct the Business
{other than the Excluded Assets) from ana immediately afier the Closing Date without
mnterruplion and n the Ordinary Course of Business

24 Communicauons Licenses Sellers and the Operating Subsidiaries
are the authorized legal holders or otherw se have rights to the Communicauens
Licenses. which licenses constitute all of the material Licenses, from the FCC or the State
PUIC= that are necessan o5 requred {or andror used 1n the operanon of the Business as
presently operated  All the Comumunications Licenses were dulv obtained and are valid
and in fulf force and effect. ummpaired by ans condition. except those conditions that
may be contaned withun the terms of such Communications Licenses which would not
nave a Material Adverse Efiect on the Business as presently operatec  Except as set forth
on Schedule 4 9 of the Disclosure Schedules, Seliers are in compliance in all matenial
respects with the Comrnunications Act of 1934 as amended, and the ruies, regulations
and policies of the FCC and all applicable State PUCs  There s not now pending or, to
Seliers’ Knowledge, threatened, any acuon by or before the FCC or any State PUC 1n
which the reguested remedy 15 the revocauon, suspension, cancellation, rescission or
modification of any of the Commumcations Licenses  Schedule 2.1(d) of the Disclosure
Scheduies contamns a complete and correct hist of Sellers’ Comunurucations Licenses

410 Absence of Certain Developments Except as expressly
contempiated by this Agreement or the Operational Restructuring Activiues, as set forth
on Schedule 4 10 of the Disclosure Schedules or 1n connection with the filing of the
Cases, [rom the Balance Sheet Date through December 18, 2003 Sellers have conducted
the Business anly mn the Ordinary Course of Business

411 Tangible Personal Property All tems of tangible personal
property which are Acquired Assets and which, individually or in the aggregate, are
material 1o the operation of the Business are 1n good condition and 1 a state of good
maintenance and repair (ordinary wear and tear excepted) and are switable for the
purposes used

412 Insurance. Allegiance has insurance policies i full force and
effect for such amounts as are sufficient for all requirements of Law and the Credit and
Guaranty Agreement dated as of February 15, 2000 among Allegiance and the lenders

party thereto (the “Senior Credit Apreement”™).

4.13  Accounts and Notes Receivable and Pavable.

(2) Al accounts and notes receivable of Sellers and the Operating
Subsidianes have arisen from bona fide transactions wn the Ordinary Course of Business,
and in the case of accounts and notes receivable that are not Excluded Assets, are
payable onordinary trade terms and are reflected on the books and records of Sellers
and the Operating Subsidiaries in accordance with GAAP consistently applied,
including reserves for returns and doubtful accounts.
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(B) Ail accounts pavable of Sellers anc the Operating Subsidianes
reflected 1n the Balance Sheet o- anising after the date thereof are the resuit of bona fide
transactions mn the Ordinary Course of Business and have been paid, are not yet due and
payable or are bewng disputec 1n good faith and are reflected on the books and records of
Seliers and the Operating Subsidianes tn accordance with GAAP consistently applied

414  Related Partv Transactions

(a) Except as set forth 1n Schedule 4 14(a) of the Disclosure
Schedules, none of Sellers. anv Affiliate of any Seller or any of their respective directors
and officers with a title of Semor Vice President or hugher (1) owns any direct or indirect
matenial interest of any kind in. or contrels or 1s a durector, officer, employee or partner
of, or consultant to, or lender to or borrower from or has a malenal nght to participate 1n
the profits of. any Person which is (A) a competitor, supplier, customer, {andjord.
tenant. of any Seller or Operanng Subsidiary, {B) engaged 1n a business relaed to the
Business. or (C) a participant m any transaction {including a loan transaction, other than
employee advances i the Ordinary Course of Business) to which any Seller or
Operating Subsidiary 1s a party or (13) 1s a party to any Contract with any Seiler or any
Operating Subsidiary

b) Except as set forth in Schedule 4 14(b} of the Disclosure
Schedules, each Contract, agreement, or arrangement between any Seller or Operating
Subsidiary on the one hand, and any Affihate of any Seller or Operating Subs:diary or
any director of any Seller or any officer of Sellers wath a title of Seruor Vice President
or higher on the other hand, 1s on commercally reasonable terms no more favorable to
the Affiliate, director, officer or employee of such Seller or Operating Subsidiary than
what any third party negotuiating on an arms-tength basis would expect

4.15 Supphers Set forth on Schedule 4 15 of the Discigsure Schedules
)s a complete and accurate list of (a) the ten (10) most significant equipment suppliers
and (b) the ten (10) most sigruficant maintenance suppliess (based upon dollars billed to
Allegiance) dunng the quarter ended September 30, 2003, showing the approxamate total
billings to Allegiance from each such supplier during such quarter Except as set forth on
Schedule 4 15 of the Disclosure Schedules, since September 30, 2003, there has not been
any (1) termnation, cancellation or curtaibment of the business relahonstup of any Seller
or Operating Subsidiary, as applicable, with any of the suppliers set forth on Schedule
4 15 of the Drsclosure Schedules or (1) wntien notice from any of the supphers set forth
on Schedule 4 15 of the Disclosure Schedules of an ntent or request to so terrmnate,
cancel, curtail or change, and, to Sellers’ Knowledge, no written threat or witten
indication that any such termination, cancellation, curtailment or change is reasonably
foreseeable, except, in each case, for such termunation, canceilation, curtailment or
change which would not reasonably be expected to result 1n, mndividually or in the
aggregate, a Matenal Adverse Effect.

416 Fees and Expenses Sellers have engaged the firm of Greenhill &
Co., LLC to assist them 1n connection with the matiers contemplated by this Agreement
and will be responsible for the fees and expenses of such firm. Other than as descnbed 1n
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the preceding sentence or as 15 pavable by Sellers or their Affiliates and not by Buyer, no
broker investrnent barniker. financial advisor or other Person s entitled to any broker’s,
finder’s, financial advisor’s or other simular fee or comm:ssion 3 connection with the
trapsactions contemplated by this Agreement, based upon arrangements made by or on

behalf of any Seller or any of their respective Affiliates

417  Compliance With Laws_ Licenses

{a) Except as set forth on Schedule 4 17(a) of the Disclosure
Schedules, since December 31, 2002 (1) Allegiance has complied n all matenal respects
with alt Laws relating to the operation of the Business, and (1) no Seller or Operating
Subsidiary has recerved any wntlen or other notice of or been charged with the violation
of any Laws To Sellers’ Knowledge, no Seller or Operating Subsidiary 15 under
investigation with respect to any matenal violation of any Laws

{h) Schedule 4 17(b) of the Disclosure Schedules contains a List of all
malenal Licenses (other than Commumcations Licenses) which are required for the
operation of the Business as presently conducted and as presently intended to be
conducted Except as set forth on Schedule 4 17(b} of the Dusclosure Schedules,
Allegiance currently has all such matenal Licenses whuch are required for the operaton
of the Business as presently conducted No Seller or Operating Subsidiary 1s in default
or violation, and no event has occurred which, with notice or the lapse of time or both,
would constimate a defauit or violation, 11 any matenal respect of any term, condition or
provision of such License to which 1t 1s a party, 1o which the Business 1s subject or by
which 1ts properties or assets are bound other than any such violation that would not
reasonably be expected to have a Matenai Adverse Effect

4 18 Enwvironme ntal Matters To Sellers” Knowledge, except as
described on the attached Schedule 4.18 of the Disciosure Scheduies:

(@) Each Seller and Operating Subsidiary and the operations of each
Seller and Operating Subsiciary are in comphance with all applicable Environmental
Laws, except to the extent such noncompliance would not reasanably be expected to
have a Matenal Adverse Effect

(b) No Seller or Operating Subsidiary 1s the subject of any Order or
has recerved any written notice of any violations or Liabilities, including any
investigatory, remedial or corrective obligations, ansing under Environmental Laws and
relating to the operation of the Business, except notices of such violation or Liability
which would not reasombly be expected to have a Matenal Adverse Effect

4.19 Intellectual Property Schedule 4.19 of the Disclosure Schedules
contans an accurate and complete hst of all Intellectual Property owned by any Seller or
Operating Subsidiary, other than unregistered trademarks, tradenames and copyrights,
none of which 15 matenal to the operation of the Acquired Assets. Except as set forth in
Schedule 4 19 of the Pisclosure Schedules, there 1s no pending, or to Sellers” Knowledge,
threatened claims or Litigation of any nature matenally affecting or relating to the
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Intetlectual Property Schedule 4 19 of the Disclosure Schedules hists all written notices
or wnen ciaims currentlv pending or received by any Seller or Operaung Subsidiary that
claim infnngement of any matenial domesuc or foreign letiers patent, patent applicatons.
paterit beenses, sofrware icenses and know- how licenses. trade names. rademark
registranions and applicatigns. service marks. copynghts, copynght registrations or
apphicanens made secrets. technical knowledge know-how or other confidenual
proprietary information  Exceprt ac set {ortn on Scheduie 4 16 of the Disclosure
Scnedules there 1s. 10 Sellers” Knowledge no reasonable basis upon whicn anv claim
moy be asserted against any Selie- or Operanng Subsidary for matenal infingement or
misappropnanon of any of the foregemg  None of Sellers any Operating Subsidiary. or
te Sellers” Knowledge. any other Persor 1s n matenial defauir or violation of any
Contract pursuant to which a1y Seller o Operaung Subsidiarny Jicenses Intellectual
Property for the Business

420 Conuacts Except as sel forth on Scheduie 4 20 of the Disclosure
Scheduies, Schedule G of Sellers’ schedule of assets and habilines as filed with the
Bankruptcy Court contains a bist of all pre-Petition matenal Contracts, including (1) each
Executory Contract contairung a Non-Compete Covenant, (n) each Executory Contract
rejated to the purchases or sales of indefeastbie nghts of use or leases of capacity and
(nt) each nterconnection agreement with an ILEC  Schedule 4 20 of the Disclosure
Scheduies sets forth as of December 18, 2003, each material Executory Contract 1o which
any Seller or any Operating Subsid:ary is a party and by or to which any Seller,
Operating Subsidiary or any of thewr properties 1s currently bound or subsect or may be
bound or subject True and complete copies of all matenal Executory Contracts have
been delivered or made available to Buyer All of the Assumed Contracts are valid,
binding and enforceable 1n accordance with their respective terms, except as designated
on the attached Schedule 4 20 of the Disclosure Schedules and except as such
enforceabihity may be hmued by (1) apphicable imsolvency, bankruptcy, reorganmzation,
moratonum or other stmilar laws affecting creditors’ nghts generally and (11) applicable
equitable principles (whether considered in a proceeding at law or in equity) Except as
set forth on Schedule 4.20 of the Disclosure Schedules, no Seller 1s, and to Sellers’
Knowledge, no other party thereta is, in matenal default in the performance, observance
or fulfillment of any obligation under any Assumed Contract (other than any Cure
Amounts to be paid hereunder by Buyer or Sellers, as applicable), and, to Sellers’
Knowledge, no event has occurred, which with or without the giving of notice or lapse of
time, or both, would constitute a matenal default thereunder. Except as set forth on
Exhibit A of Schedule 4.20 of the Disclosure_Schedules, Sellers have not entered 1nto any
matenal post-Petition Contracts (ncluding mnierconnection agreements).

4.21 Real Property

(a) Schedule 4 21(a) of the Disclosure_Schedules lists, all Real
Property Leases relating to the operation of the Business to which any Seller or any
Operating Subsidiary 1s a party.

{b) Except as set forth on Schedule 4.21(b) of the Disclosure
Schedules, the Real Property Leases constitute al] interests 1n real property used or held
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{or use as of December 18 2003 10 connection with the Business by Seliers and the
Operating Subsidianes and which are necessary for the continued operation of the
Business by Seliers and the Operating Subsidianies as the Business was conducted as of
December 18, 2003

422  Taxes FExcept as described on the anached Schedule € 22 of the
Disclosure Schedules

{a) (n all income Tax Rerurns and all other matenal Tax Renims
required 1o be filed by or on behalf of Sellers, the Operating Subsidiaries or any
Affil;ated Group have been duly and nmely filed with the appropriate Governmental
Entity in all matenal respects, 1n all junsdictions n wiuch such Tax Retumns are required
w Le nied {arier giving effect to any valid extensions of tume 1n which to make such
filings), and all such Tax Retumns are true, complete and correct m all maternaf respects,
{1u) except as prohubited or stayed by the Bankruptcy Code, all Taxes payable by or on
behalf of Seliers, the Operating Subsidianes or any Affihated Group have been fully and
timely paid or adequately reserved for on Allegiance's Financial Statements (in each
case, other than Taxes that, in the aggregate, are not materzal inn amount}, and any Taxes
not yet due have been adequately accrued tn accordance with GAAP, and (ni) no waivers
of statutes of imutation have been given or requested with respect 1o any Tax Return
required to be filed by or on behalf of Sellers, the Operating Subsidianies or any

Affihated Group,

{b) except as prohibited or stayed by the Bankrupicy Code, for all
open Tax years all Taxes required to be withheld, collected or depostted by Sellers or the
Operanng Subsidianies have been timely withheld, collected and deposited mn 2]l matenal
respects and. to the extent required by Law, afl such Taxes have been paid when due to
the appropriate Governrnental Enuty and each Seller and Operating Subsidiary 1s i
compliance 1n all materml respecis with respect to afl withholding and information
reporting requirements under all applicable Laws,

(c) no federal, state, local or foreign Tax audits or admunistrative or
judicial Tax proceedings are pending or being conducted with respect to Alleguance, and
neither Allegiance nor any predecessor has recerved from any federal, state, local or
foreign Governmental Entity (including jurisdictions where Sellers have not filed a Tax
Return) any (A) notice indicating an intent to open an audit or other review, or comumence
any other admmistrative or judicial Tax proceeding that is still active, (B) request for
information related to Tax matters where the exammination or mnvestigation giving nse to
such request 1s still open, or (C) notice of deficiency or proposed adjustments for any
amount of Tax proposed, asserted, or assessed by any Governmental Entity that remains
unpaid No written claim has been made by a Governmental Enuty 1n a junsdiction
where such Seller or Operating Subsidiary does not file Tax Retumns that such Seller or
Operating Subsidiary 1s or may be subject to taxation by that jurisdiction; and

(d)  Buyer and the Acquired Assets will not be bound by a Tax sharing,
Tax allocation, Tax indemnity or other simular agreements or arrangements (whether or
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not wnnen) with respect to or involving Sellers or the Acquired Assets after the Closing
Date

423  Emplovee Benefits, Labor Maters

(2} Schedule 4 23(a) of the Disclosure Schedules sets forth a list of
all matenal “employee benefil plans,” as defined 1n section 3(3) of ERISA (whether or
not subject 1o ERISA) other than a “multemployer plan,” as defined 1n Section 3(37) of
ERISA. and each matenal cafetena, matenal bonus, incentuve or deferred compeDnsation,
selgrance. termination, retention, change of control, stock opuon, stock appreciation,
stock purchase, phantom stock or other equity-based, lean, performance or other
enplovee or retiree benefit or compensation plan, program, arrangement, agreement,
policy or understanding, whether written or unwritien, under which any Employee or
forrner Employee (including any beneficiznes and dependents thereef) 1s or may
become eligible 10 parucipate or denve a benefit and that 1s or has been mawntained,
established or contmbuted lo or required 1o be contributed to by Allegiance (“Employee
Benefit Plans™). With respect to each Employee Benefit Plan, a copy of each of the
[ollowwng documents (if applicable) has bean provided or made available to Buyer (i)
the most recent plan document for any Employee Benefit Plan covered by ERISA and
all amendments thereto, {11) the most recent summary plan description, (11) the most
recent trust document or any thurd party funding vehicle (inciuding insurance) and all
amendments ihereto, (1v) the two most recent Forms 5300 required to have been filed
with the IRS and zll schedules thereto, and the most recent IRS determunation lenier. All
contmbutions required to have been made by Allegiance under any Employes Benefit
Plan or any applicable Law to any trusts established thereunder or 1n connection
therewith have been made by the due date therefore (including any extensions). The
Emplovee Benefit Plans have been admunistered i accordance with their terms an all
material respects and are m comphance with applicable Law 1n all matenal respects.
Neither Allegiance nor any trade or business (whether or not incorporated) which 1s er
has ever been under common control, or which 1s or has ever been Ireated as a single
employer, with Allegiance under Section 414(b}, (c), (m) or (o) of the Code (“ERISA
Affiliate™) have at any ume wiathin the [ast six years, maintamed, contnibuted to, or had
any obligation to contribute to, or has any habulity (fixed or contingent) with respect to,
any “single-employer plan” as defined 1n Section 4001{a}(15) of ERISA or any plan
subject to Sections 4063 or 4064 of ERISA (“multiple emplover plan™).

(b) Each Employee Benefit Plan intended to be qualified under
Section 401(2) of the Code, and the wust (1f any) forming a part thereof, is qualified and
tax exempt under Code Section 401(a) and 501(a) and has received 2 favorable
deterrunation letter from the IRS as to its qualification under the Code and to the effect
that each such trust 1s exempt from taxation under Section 501(a) of the Code, which
determunation letter covers the GUST Amendments and to the Knowledge of Sellers,
nothing has occurred since the date of such determmation letter that could reasonably be
expected to adversely affect suchqualification or iax-exempt status.

{c) Allegiance does not provide nor is 1t obligated to provide, any life
insurance ot health benefits, including prescription drugs (whether or not insured) to any
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individual after fus or her termination of employment or service with any of the Sellers
or the Operaung Subsidiaries except as may be required under COBRA and at the
expense of the indivicuzl or the individual’s beneficiary and except as provided under
severance agreements Seilers and their ERISA Affiliates which mamtair a “group
health plan” within the meanung of Secuon 5000(b)(1) of the Code have complied 1n all
matenal respects with the notice and continuation trequurements of COBRA and the
regulations thereunder and comparable state laws

(d) Schedule 4 23(d) of the Disclosure Schedules lists each
multiemployer plan (as defined in Section 4001{a}3) of ERISA) to which the Sellers or
their ERISA Affihates are obligated to contribute (*Multiemployer Plan™). and there 1s
no potential liability under any other muliiemployer plan to which the Sellers or their
ERISA ATfiliales are, or within the preceding six (6) years were, oblhigated 1o contmbute
To Sellers’ Knowledge {1) no condihon exists and (11) no event has occurred with
respect (o any Muluemployer Phn that presents a matenal risk of a complete or partial
withdrawal of the Sellers or any ERISA Affiliate uncer subtitle E of Thtle IV of ERISA
and the Seliers and their ERISA Affiliates have not, within the preceding six years,
withdrawn 1n a complete or parual withdrawal from any multuemployer plan or incurred
any contungent liabihity under Secuion 4204 of ERISA  To the Sellers’ Knowledge, no
Multtemployer Plan 1s 1n “reorganization” or “msolvent ™

(e} There are no collective bargaimng agreements with any labor
umon representing Employees  There 15 no Employee labor strike, dispute, slowdown,
or stoppage pending or, to the Sellers’ Knowledge, threatened by Employees against
Allegiance To Sellers’ Knowledge (1) no collective bargaining agreement 1s currently
being negotiated and (1) no orgaruzing effort 1s currently being made or has been
threatened with respect to the Employees  Allegiance 15 and has been 1n matenal
compliance with all Laws relating to employment practices, terms and conditions of
employment (including termination of employment), wages, hours of work and
occupatonal safety and health, and worker classification and at all times since
November 23, 1999, has been in matenal compliance with the requirements of the
Immgration Reform Control Act of 1986 Allegiance 1s in comphance with WARN
and any sumilar state or local “mass layoff” or “plant closing” Law 1n all matenal
respects There 1s no unfawr labor practice complaint pending or, to Sellers’ Knowiedge,
threatened agamst Allegiance before the National Labor Relations Board

H There 1s no Assumed Contract covering amy person that,
individually or collectively, could give rise to the payment of any amount that would
constitute an “excess parachute payment” within the meaning the Section 280G of the
Internal Revenue Code or any simular provision of foreign, state or local Law.

424 Litigation Except as set forth on Schedule 4.24 of the Disclosure
Schedules and for Clairns that will be discharged pursuant to the Bankruptcy Court
Order

(a) other than the Cases, there is no Litigation pending or, to Sellers’
Knowledge, threatened against, reiating to or affecting Allegiance or any Subsidiary
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with respect to the Business or anv of the Acquired Assets which would reasonably be
eapected (1) to result in the 1ssuance of an Order restraing enjonung or othenvise
prohibiting or making 1llegal the consummation of anv of the transactions contemplated
by this Agreement or (11) 10 have a Matertal Adverse Effect. and

(b except for Orgers of the Bankruptcy Court, there are no Orders
outstanding against Allegience which would reasonably be expected to have a Matenal

Aaverse Effect

4235 Network Facihues Schedule 4 25 of the Disclosure Schedules
conane cenam miormaton releung 1o Allegiance s network  Schedule 4 23 of the
Disclosure Schedules sets forth (11 for each segment, the number of fibers, fiber males
owned ut ieased by Allegiance rovle and neme of third party provider. if any and (1) for
Allepiance s IP backbone, route and circuit tvpe uncluding DS3s. OC3s. OC12s. OC48
4nd lambda waves) The informanon provided on Schedule 4 25 of the Disciosure
Schedules 15 accurate and current 1n all matenal respects

426 Bank Accounts Schedule 2 1(n) of the Disclosure Schedules
contains a true and complete hist of all of Allegiance’s bank accounts and lock-boxes

427 Subsidianes. Except for ATCW, the Operanng Subsidianes and
Shared Technologies, AT] has no Subsidianes

4 28 Limnatons on Sellers' Representations and Warranties Except
for the representations and warranties contamned 1n this Agreement, Sellers make no other
express or implied representation or warranty, nctuding, representattons or warranties as
to the condien of the Acquired Assets, their contents, the income denved or poteniially
1o be denved from the Acquired Assets or the Business and Sellers hereby expressly
disclaim all such representations or warranties of any kind or nature, or the expenses
incurred or potentially to be incurred in connection with the Acquired Assets or the
Business. Sellers are not, and will not be, hable or bound 1n any manner by express or
implied warranties, guarantees, statements, promises, representations or wnformation
pertaining to the Acquired Assets or the Business, made or furmushed by any
Representatives or other person representing or purporung to represent Sellers, unless and
to the extent the same is expressly set forth in thus Agreement.

ARTICLEYV
REPRESENTATIONS AND WARRANTIES OF BUYER

Buyer hereby represents and warrants to Sellers as follows:

51 Existence, Good Standine and Power Buyer is a corporation
validty existing and in good standing under the laws of the State of Delaware and has all
requisite power and authonty to own, iease and operate the property 1t now owns, leases
and operates. Buyer has all requisite power and authortty lo conduct 1ts business as
presently conducted, to execute and deliver this Agreement, the Transaction Docurnents
and to perform s obligations hereunder and thereunder Buyer is duly authorized,
qualified and licensed to transact business as a foreign corporation, and is m good
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standing, 1n every junsdictior where the nature of 1ts business conducted by 1t or the
properutes owned or licensed by 1t requires qualification. except where that failure would
not have 2 matenal adverse effect on Buyer or its business, or the consummanon of the
mansactions contemplated by thus Agreement

52  Authonty The execution, delivery and performance of this
Agrecment and the Transacion Documents 10 which Buyer 1s or will be a party and the
consummation by Buyer of the wansactions contemplated hereby and thereby have been
duly authonzed by all necessary corporate action on the part of Buyer

33 Execuvon and Binding Effect This Agreement has been, and each
of the Transaction Documents to which Buyer 15 or will be a party has been or will be at
Clesing, duly and validly executed and delivered by Buyver and constitutes, and this
Agreement, the Transaction Documents and the transactions contemplated hereby and
thereby wtll constitute {assurming, i each case, the due and valid authonzation, execution
and defivery thereof by the other parties thereto), a valid and legally binding obligation of
Buyer, enforceable agawnst it in accordance with its terms, subject to apphcable
bankruptcy, insolvency, reorgamzation, moratornium or other laws relating to or affecting
the nghts and remedies of creduors generally and to general principles of equity

(regardless of whether considered in a proceedmg 1 equity or at law).

54 No Violation Except as disclosed n the attached Schedule 5 4 of
the Disc losure Schedules, the execution, delivery and performance by Buyer of this
Agreement and the Transaction Documents and the transactions contemnplated hereby and
thereby, do not and will not conflict with or result in, with or without the giving of notice
or lapse of time or both, any violation of or constitute a breach or default, or give nse to
any nght of acceleration, payment, amendment, cancellation or termunation, under (a) the
certificate of ncorporation or bylaws of Buyer or any resolution adopted by the board of
directors of Buyer and not rescinded, (b) any agreement or other instrument to whuch
Buyer 1s a party or by which Buyer or any of its properties or assets 1s bound, (c) any
Order of any Governmental Entity to which Buyer 1s bound or subject or (d) any Law
applicable to or binding on Buyer or any of 1ts properties or assets except, 1n the case of
clauses (b)-(d), for such conflicts, viclations, breaches, defaults or creation of nghts as
would not, individually or n the aggregate, have a matenaf adverse effect on the business
of Buyer or the ability of Buyer 1o consummate the transactions contemplated by this
Agreement and each of the Transaction Documents.

55 Thurd Party Approvals Except for (a) any approvals required in
order to comply with the provisions of the HSR Act, (b) any FCC Consent and State PUC
Consent as required by applicable Law and (c) any other third party approvals as are
reflected on the attached Schedule 5 5 of the Disclosure Schedules, the execution,
delivery and performance by Buyer of this Agreement and the Transaction Documents
and the transactions contemplated hereby and thereby do not require any consents,
warvers, authorizations or approvals of, or filings with, any third Persons which have not

been obtained by Buyer
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56 Broke:s and Finders No broker. investment banker, financial
aavisor or other Person 1s enntled to any broker’s, finder’s, financ:al advisor’s or other
sumilar {ee or commussion n connection with the tansactions contemplated by thus
Agreement, based upon arrangements made by or on behalf of Buyer or any of us
Affihates

57 Financing  As of the date hereof and as of the Closing Date, Buyer
has and will have sufficient unrestricied funas on hand or comrmutted lines of credit 1o
consunmate the transactions contemplated by thus Agreement {including the payment of
all fees and e¢xpenses mncurred i connection with the transactions contemplated
hereunder)

58 SEC Filings Buyer has made all required filings with the SEC
since December 31, 2001 The Form 10-K filed with the SEC for Buyer's vear ended
December 31, 2002 and the Form 10-Q filed with the SEC for Buyer’s quarter ended
September 30, 2003 (the “Form 10-Q™), as of the dates of their respective filings, each
complied as to form in all matenal respects w:th the requirements of the Exchange Act,
and the rules and regulations of the SEC promulgated thereunder apphcable to such SEC
filing and such SEC filing did not contain any unirue statement of a matenat fact or ormit
10 state a matenal fact required 1o be stated thersin or necessary to make the statements
therein, in light of the circumstances under which they were made, not misleading

59 Capitalization The Form [0-Q sets forth the authonzed shares of
caputal stock of the Buyer as of the date hereof and the number of shares of its common
stock that were 1ssued and outstanding as of October 28, 2003 The X0 Common Stock
of Buyer to be delivered at Closing will be vahdly and legally 1ssued, free and clear of
any and all Liens, and wil] be fully pard and nomrassessable

510 Limtations on Sellers’ Representations and Warranties. Buyer
acknowledges and agrees that it shall acquire the Acquired Assets “AS IS,” “WHERE I§”
and “WITH ALL FAULTS” on the Closing Date and after giving effect to the Closing,
subject to the terms and conditions of this Agreement

ARTICLE VI
COVENANTS OF THE PARTIES

61 Conduct of Business. Except for the Operational Restructuring

Actwvities, as expressly contemplated by this Agreement (including the prosecution of the
Cases) or as otherwise consented to by Buyer in wnting, dunng the period from the date
of this Agreement and continuing until the Early Funding Date, each Seller shall and

shall cause each Operating Subsidiary to.

(@) (i) conduct 1ts busimess mn the Ordinary Course of Business and
(11) keep the Acquired Assets intact in accordance with the Crdinary Course of Business
and not transfer any of such assets to Shared Technologies;
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